UII 


I 


FEDERATION OF PRINCE EDWARD ISLAND MUNICIPALITIES @ UNION DES CONSEILS DE COMTES DU QUEBEC e UNION DES 


| 
fe ay». : 
MUNICIPALITES DU QUEBEC \\ ig} THE MUNICIPALITIES OF THE 


@ MANITOBA ASSOCIATION OF URBAN MUNICIPALITIES @ UNION OF MANITOBA MUNICIPALITIES © UNION OF NOVA 


yA 
SCOTIA MUNICIPALITIES N ots ad ALBERTA ASSOCIATION OF 
— MUNICIPALITIES e@ SASKATCHEWAN URBAN 


Document No. TCT7 


POLICIES, PROGRAMS AND FINANCE 
(Session 2b) 


NOILVIDOSSV S3ILITVdISINOW 


@ SHLIMVdISINNW 4O NOILVIDOSSY SFINOLINYSL ISIMHLYON @ S3ILNNOD GNV SLOINISIO TVdI9INOW 
NOILVIDOSSV S3ILITVdIDINNW NVSYN VLYIATV © S3ILITVdIDINNW VISWN109 HSILIYG 40 NOINN eAYOLINHSL NONNA 


MUNICIPAL SUBMISSION 
TO THE 
FIRST NATIONAL 
TRI-LEVEL CONFERENCE 


Submitted on Behalf of 
The Municipal Delegation 


By 
Mayor 0.6. Newman 
Chairman 


Joint Municipal Committee 
on Intergovernmental Relations 


OF MUNICIPALITIES OF ONTARIO e@ SASKATCHEWAN ASSOCIATION OF RURA 
WHNHY JO NOILVIDOSSY OIYVLNO 


e@ ASSOCIATION 
S31 LIVVdlOINOW 


ASSOCIATION OF COUNTIES AND REGIONS OF ONTARIO @ 
@ NEWFOUNDLAND AND LABRADOR FEDERATION OF MUNICIPALITIES 
NEW BRUNSWICK TOWNS ASSOCIATION @ SIX CITIES OF NEW BRUNSWICK @ 


Digitized by the Internet Archive 
in 2023 with funding trom 
University of Toronto 


https://archive.org/details/31/61119727832 


Document No. TCT 


POLICIES, PROGRAMS AND FINANCE 


(Session 2b) 


MUNICIPAL SUBMISSION 
TO: THE 
FIRST NATIONAL TRI- 
LEVEL CONFERENCE 


Submitted on behalf of the 
Municipal Delegation 
by: 


Mayor D.G. Newman 
Chairman 
Joint Municipal Committee 
on Intergovernmental 
Relations 


7 


‘eo 


INTRODUCTION 


Canada emerged from the second world war not only as an 
ally in victory but as an industrial nation. With industrialization 
and the concommittant increase in the rate of urbanization, the 
roles and functional responsibilities of all three levels of 
Government changed and expanded. Areas of responsibility that had 
previously been regarded as the primary responsibility of Provincial 
or Local Governments began to attract the attention of the Federal 
Government and vice-versa. As the activities of the three levels 
of government became more interactive, so did the potential for 
conflict and disagreement among the policy and administrative 
authorities at each of the three levels. No systematic means has 
yet been devised through which these growing conflicts can be 


resolved. 


The powers of persuasion that vest in government provide 
it with the means for effective resolution of inter-personal and 
inter-group conflict. However, the conflicts that arise among 
governments cannot always be resolved effectively through persuasion, 
for recalcitrant parties possessing considerable degrees of 
jurisdictional autonomy cannot be forced to co-operate against 
their will. Intergovernmental conflicts can be resolved effectively 
only through the collaborative and co-operative endeavour of all 


the participants in Government. 


Willingness is a prerequisite to effective co-operation 
among governments. While there is no question that co-operative 
participation among governments is a growing necessity, the question 


might still be asked whether there exists a willingness to co-operate. 
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As a rule, policy-makers and administrators at all levels 
of government are all strongly motivated - for political and 
personal reasons - to achieve the best possible results in their 
respective policy missions. However, as a new dynamic order 
continually evolves, the policy and program missions of each of 
the three levels of government expand and become increasingly 
interactive. Consequently, the "interests" of representatives at 
each of the three levels become more coincident and the overall 
singularity of Governmental purpose becomes more striking. Despite 
this increasing convergence of Federal, Provincial and Local 
"interests" it may still appear that co-operation has not materialized 
due to the absence of willingness, but the facts may not warrant 
this conclusion. The observation may stem primarily from an 
analysis of the symptoms of governmental scale, complexity and 
increasing organizational fragmentation rather than from an analysis 
of the intentionalities of the thousands of individuals responsible 


for policy and administration at all three levels of government. 


In fact, the apparent tendency to fragmentation and insu- 
larity has its roots not in the attitudes and motivations of the 
individuals but in the increasingly complex structural characteris- 
tics of the institutions at each level of government. This is the 
basis of intergovernmental conflict in a Federal system. The 
proclivities of individuals to co-operate are restrained by both 
the constitutional perplexities and the growing structural 
complexities of the Canadian governmental system. The proliferation 
of Governmental activities, combined with the fragmentation of the 
Governmental machinery, keeps pace with the generation of new 
policies and programs at all levels of government. This generates 
feelings of uncertainty, insecurity, individual apprehension and 
personal vulnerability. It forces conformity to an increasingly 


de-personalized system, stifling free thought, initiative and 
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responsiveness. Individual interests and attitudes become suborned 
to the paramount interests of an increasingly complex system. This 
explains the absence of a co-operative intergovernmental atmosphere 
even though there exist built-in political and personal incentives 
for co-operation among decision-makers at different levels of 


government. 


Co-operative behaviour among governments will not mate- 
rialize spontaneously. Its emergence is dependent upon the provision 
of an institutional format which encourages and reinforces co- 
operation. What is needed is a restructuring of institutional 
relationships in order to remove the existing inhibitions to co- 
operation. Only then would effective intergovernmental co-operation 


materialize. 


Governments are gradually beginning to recognize the 
increasing need for and the growing importance of new institutional 
relationships. Departments (or secretariats) of intergovernmental 
affairs have been established by the Federal Government and some 
provinces. Several continuing Federal-Provincial conferences of 
Ministers (e.g. Finance, Health, Municipal Affairs) have also been 
established. These formalized relationaships are useful and con- 
structive in that they provide a place for advice and consultation; 


but they are not sufficiently comprehensive. 


Many of the domestic problems confronting Government today 
are community-specific. Federal and Provincial policy-making and 
program designing tend to be generalized, averaging-out processes. 
Although Federal and Provincial actions dealing with communities 
may be well-intentioned, they are based on the dictates and exigencies 
of averaged national and provincial indicators. As a result, 


individual communities, whose circumstances are not reflected by 
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these averages, suffer injustices. The social indicators employed 

by the Federal and Provincial Governments to signal changes in 

their policies and programs are, to say the least, imperfect. 

They are abstract and impartial and hence devoid of value connotations. 
This permits counter-intuitive interpretations and the imputation 

of value biases. Thus Federal and Provincial actions may neither 
correspond with nor be in harmony with each specific local situation. 
The signalling system at the local level is much more comprehensive 
and direct. Therefore, a forum where all three levels of government 
could meet to discuss mutual concerns and resolve actual or 
potential conflict in the pursuit of solutions to the interrelated 
set of economic, political and social problems that confront all 


governments is an obvious necessity. 


POLICIES AND PROGRAMS 


The resources available to governments, even when abundant, 
are never sufficient to fully satisfy the aspirations of society. The 
process of government is one of making decisions about what pro- 
portion of the resources available to government should be allocated 
to each need. In this process, each government assesses each 
category of need and assigns to it a priority reflecting its 
judgement of that needs relative importance. This deliberative 
process is the policy process of government through which it seeks 
to achieve its Goals and from which a growing variety of programs 


derive. 


The Goals and policy objectives of government are based on 
the values and ethics that are characteristic of a particular 


community or group of communities. 


Policy objectives have both a qualitative and quantitative 
dimension, for instance, the objective may be stated as: the 
eradication of poverty, however defined; the provision of some 
minimum standard of housing to the citizenry; or the attainment of 
a_ certain level and quality of public works facilities. Any one of 
these policy objectives could be served through a variety of 
programs or means. For instance, old age security benefits, 
welfare assistance payments and guaranteed annual income schemes 


can all be considered weapons in the war on poverty. 


The complexity of the relationship between policies and 
programs has not received sufficient attention. Not only can a 
variety of programs serve one policy objective as illustrated 
above, but a single program can serve several policy objectives. 


For instance, an income redistributing program can serve as an 
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instrument in implementing either a poverty or a housing policy or 
both. By the same token, a program designed to serve one purpose 
can have unexpected adverse effects on a seemingly unrelated 

policy area. This has important implications for the functioning 


of different levels of government in a federal system. 


Programs at each level of government reinforce or work 
against each other. For example, Federal programs aimed at con- 
trolling inflation can cancel the effect of other Federal programs 
designed to provide a better stock of housing or to reduce the 
rate of unemployment. Of greater importance though is the impact 
of federal policies and programs on the policies and programs of 
the other two levels of government. The result of this is 
competition among governments which is not in the best interests 
of their constituents. The necessity for co-ordinating the 
activities of the policy and administrative authorities within each 
level of government is obvious; but the necessity for policy and 
program co-ordination among governments is imperative: Competition 
in the private sector is creative and constructive, but competition 


among governments in a federal system is destructive. 


Government is charged with the responsibility of creating 
the necessary conditions for the progressive development of the 
political, social and economic well-being of all its citizens now 
and in the future. The Goals of government which serve to achieve 
these conditions are: economic development, individual and national 


security, social justice, environmental quality and quality of life. 


Each activity of each level of government serves one or 
more of this comprehensive set of Goals. However, as outlined 
earlier, each level of government views this grand design from a 


different perspective. Local leaders view their constituency from 


a community point of view with close attention to local norms and 
values, while at the Federal and Provincial levels, individual 
communities are preceived only in generalized abstract terms of 
national and provincial averages. As the perspectives differ 
within a federal structure, so do the roles and responsibilities 

of eachylevel of government. Yet it is difficult to find a single 
example of responsibilities that are exclusive in nature and impact 
to one level of government. For example the Federal Government's 
law-making and law-enforcement responsibilities on the domestic 
scene are complementary to and interdependent with the activities of 
the provincial and municipal law-making and law-enforcement autho- 
rities. This interdependence is further emphasized by noting that 
well-lit streets, while being community-specific amenities, also 
constitute a deterrent to crime, thereby affecting the scope and 
nature of related Federal and Provincial programs and policies and 


contributing to the "national" Goals of security and quality of life. 


In this respect it is helpful to reflect upon the impli- 
cations of the increasing Provincial and particularly Federal 
involvements in matters concerning the quality of life and of the 
environment. Local Government has played and continues to play a 
particularly important role in these two areas. It has a key 
responsibility for establishing and maintaining a favourable 
environment for both the efficient operation of the private sector 
and for the welfare of the citizenry. In an increasingly affluent 
society, local government is expected - indeed, required to improve 
the quality of life by providing a great diversity and growing 
variety of services. However, policy and program initiatives of 
the Federal and Provincial Governments in these Goal areas are 
growing and they are having an increasingly greater impact on 
decision-making in local government. Often, this impact is distorting, 


thus hampering both the effectiveness and efficiency of Governmental 
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performance. On the basis of this consideration alone the need for 
an intergrative and cooperative approach to policy-making and program 
implementation among the three levels of government is becoming 


increasingly compelling. 


Paradoxically however, rather than forcing the emergence 
of a climate of co-operativism and amicability, the growing 
interdependence of the roles and responsibilities of the three 
governments seems to have engendered a climate of perversive 
competition resulting in each agency and authority working under 
a cloak of secrecy and in an atmosphere of insularity. While the 
activities of all three governments converge in service of a 
common set of ultimate Goals, the three levels of government con- 
tinue to function in an atmosphere of conflict rather than in an 
atmosphere of harmony and collaboration. This shortcoming is not 
attributable to individual intentionality; rather it is attributable 
to the lack of appropriate institutional arrangements. Individuals 
are willing to co-operate, but the problem is that governmental 
institutions are not structured to facilitate such intercourse. 

An integrative institutionalized mechanism must be established 
through which inter-related governmental policies and programs could 
be systematically co-ordinated. The continued progress, stability 


and unity of our society depend on this. 


FINANCE 


To put its policies and programs into effect, each level 
of government must have at its disposal human, physical, technolo- 
gical and financial resources commensurate with its responsibilities. 
The lack of access to adequate financial resources heads the list 
of local problems. As long as the financial resources of Local 
government are inadequate, accessibility to the other essential 


resources will continue to be impaired. 


In Canada, the Federal and Provincial Governments have a 
virtual monopoly over the financial resources available to 
Government. As a result, the process through which financial 
resources are allocated and reallocated among governments bears 
close resumblance to the process of oligopolistic bargaining, with 
each government's bargaining power based essentially on constitutional 
status. This is not a sound basis for effective allocation of 
financial resources among competing needs, particularly since one 


of the three parties has no seat at the bargaining table. 


As outlined earlier, the needs that governments must 
satisfy always exceed available resources. Thus, every level of 
government can claim that its tax base is already strained to 
the limit and that it has no resource surplus. But the question is 
not whether resources are scarce: the question is whether there 
exists an equitable balance between revenues and responsibilities 


among the three levels of government. 


The financial plight of Local Government is no recent 
phenomenon: It was already serious in the early post-war years 
with the release of pent-up demand for public undertakings post- 
poned because of the economic depression and the ensuing war. 


However, in addition to the back-log of old needs there occurred 
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a very rapid growth of urgent new needs - first, as a direct result 
of Canada's emergence as an industrial nation and second, as a 
result of the post-war population boom. Combined with the buoyant 
effects of a high level of effective demand for goods and services 
resulting from forced war-time savings, these factors forced a 
tremendous growth in the financial responsibilities of Local 
Government. There appears to be a strong, direct relationship 
between increasing need for investment in community infrastructure 
and increasing economic affluence. More generally, there is a 
strong direct relationship between economic growth and development 
and the quality of community infrastructure. Community infrastructure 
provides the underpinning, the supportive base for economic growth 
and development and for the progressive improvement of society. 

The primary responsibility for the provision of this supportive base 
for economic and social development vests in Local Government: Its 
effectiveness in community development is vital to urban life and 


urban life is increasingly becoming the life-style of the nation. 


Given the limited resource base of Local Government, the 
rising post-war demands for investment in public goods and community 
facilities have overwhelmed the financial capabilities of local 
government. As the fiscal plight of local government worsened, the 
federal and provincial governments responded through financial 
grants-in-aid and shared-cost-programs. While the assistance was 
welcome, it provided only a series of ad hoc, short-run solutions 
to long-run problems. Furthermore, the benefits of financial 
assistance provided to Local Government were offset by the associated 
costs of diminishing policy-making responsibilities. Financial 
assistance was "conditional", its chief characteristic being its 
coercive nature. As a result, the critical fiscal problems of 


Local Government remain unsolved to this day and the ability of 
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local institutions to respond to growing needs continues to 
deteriorate. Local institutions face the threat of becoming less 
and less relevant, and this has contributed to the growing 


skepticism towards federalism in Canada. 


While any increases in financial assistance to Local 
Government will obviously alleviate the crippling fiscal squeeze, 
a continued fidelity to the concept of conditional, financial 
transfers cannot help but aggravate the fundamental problem of the 
growing imbalance between expenditure responsibilities and fiscal 
capability. The only promising solution to the fiscal 
problems of federalism is not through a greater variety and amount 
of Federal and Provincial financial aids, but in a fundamental 


resolution of national economic and fiscal policy. 


No level of government, acting alone, can hope to be 
successful in such a venture. Local Government cannot seek its 
own way out any more than can the Federal and Provincial governments. 
The search for a solution must be undertaken jointly. In support 
of this statement, the following six points outline the nature of 
what we see to be the chief problems of Canada's present fiscal 


structure. 


1. All taxes are not politically equal. For instance, 
taxes on both personal income and on property are 
direct and are ultimately borne by the individual. 
However, the degree of directness and the psycho- 
logical impact of each tax differs: the personal 
income tax is a tax on a current flow of income 
and its impact is softened by such instruments as 
tax deductions at source; while the property tax is 


a tax on wealth (which may or may not yield a flow 
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of income over a given period of time), and its 
impact is not softened by administrative subtleties. 
It is paid directly out of the tax-payer's 
pocket-book and unlike the personal income tax 

it is not based on ability to pay. As a result 
the property tax is the most direct, the most po- 
tentially confiscatory, the most visible, the most 
resisted and the most resented of all taxes. 
Therefore, it must be limited as to rate and use. 
For these reasons, all taxes on real property, 

or on changes in either the value or ownership 

of real property, should be the exclusive domain 
of that level of government which is closest to 


the people. 


Tax rates on real property seem to always hover near 
the politically permissible limits and the threats 
of rate-payers revolts are more real than imaginary. 
With the rapid increase of local responsibilities 

in an increasingly affluent society, not only are 
local governments inhibited from raising more 
tax-revenue from their principal source, but 

local governments do not derive a fiscal dividend 
from economic growth. By contrast, the 

principal tax fields of the federal and provincial 
governments are sensitive to growth. With growth, 
not only do personal and corporate incomes increase, 
but also the personal and corporate income tax 
bases expand. The incomes of new tax-payers are 
taxed at progressive rates, while those tax-payers 
who reach higher income brackets pay higher rates 


of taxation. Thus, at given tax rates, the rates 
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of growth of revenues accruing to the Federal 
and Provincial governments exceed the rate of 
growth of national income, while the rate of 
growth of revenues from OWN~-tax-sources accruing 
to Local Government lags behind the rate of 


increase in national income. 


Similarly, the progressivity of the federal and 
provincial tax rate structures, as well as the 
automatic recordings of changes in the personal 
and corporate income tax bases, immunize the 
Federal and Provincial Governments from the 
ravaging effects of inflation. The fiscal 
structure at the local level has no such 
built-in protective hedge: Local Governments 
bear the fullbrunt of the costs of a depreciating 
currency, with the result that inflation affects 
Local Governments in the same way that it 
affects persons on fixed incomes. The debili- 
tating effect of inflation on persons with fixed 
incomes is therefore compounded in that they 
bear the added burden of the devastating effects 


of inflation on their Local Governments. 


Indeed, not only do the revenue systems of the 
Federal and Provincial Governments have built-in 
hedges that protect them from the effects of 
inflation, but the Federal and Provincial revenue 
structures inadvertently make these two Govern- 
ments the benefactors of inflation. Due to the 
progressivity of the Federal and Provincial 


tax rate structures, the rate of growth of 
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Federal and Provincial tax revenues exceeds the rate 
of inflation. Im fact, the proportions of tax- 
payers’ total incomes that are diverted to the 
Federal and Provincial treasuries increase not 
only absolutely but also relatively. Thus, even 
if the rise in money incomes kept pace with the 
increases in the costs of consumer's goods and 
services, the burden of property tax payments 

(at unchanged rates) would become heavier because 
the payments have to be made out of diminishing 
net disposable "after-tax" incomes. As a result, 
the financial cost of inflation to Local 
Governments is compounded by these inherent trade- 
offs between the local tax fields and the Federal 


and Provincial tax fields. 


The Federal and Provincial Governments have con- 
tributed to the local fiscal plight through their 
recent exploitation of tax-fields directly 
related to real property. The adoption by the 
Federal Government of a comprehensive capital 
gains tax policy means nothing less, from the 
Local Government point of view than an encroachment 
by the Federal Government into the real property 
tax field. This is particularly pernicious since 
the growth-accommodating and enabling activities 
of Local Governments in the development of their 
communities are the key contributing factors to 
the increases in the real values of property. 
These moves constitute unwarranted intrusions by 
the Federal and Provincial Governments into the 


tax field that has traditionally been regarded 
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as a local tax field. This has a detrimental impact 
upon the already serious fiscal position of Local 


Governments. 


6. Finally, local revenues from own-tax-sources 
increase only in direct proportion to either the 
absolute increases in mill-rates or to the absolute 
increases in property value assessments. However, 
property revaluation is a matter of deliberate 
policy choice and as such, is resented by the tax- 
payers. As a result, increases in assessed values 
keep pace with neither the rate of inflation nor 
with the rate of economic growth and Local 
Governments are under continual pressure to increase 
their mill rates. Not only does this make Local 
Government highly vulnerable in the political 
sense, but it destroys the support and confidence 


of the citizenry in their local institutions. 


From the foregoing, the conclusion follows that despite the 
fact that all levels of governments claim that they suffer from 
insufficient resources, some levels suffer more than others and 
the suffering at the local level is becoming progressively worse. 
Under the present allocation of tax fields among the three 
governments the financial resources available to Local Governments 
have increased at a much slower rate than the financial resources 
available to the Federal and Provincial Governments. By 
contrast, local expenditure responsibilities have grown enormously. 
The five-fold increase in financial grants-in-aid to Local Govern- 
ments over the past decade (despite the tripling in property tax 
yields) provides testimony to the fact that the financial responsi- 
bilities of Local Government have been increasing at a dispropor- 
tionately high rate relative to the increases in their financial 


resource bases. 
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It is time for all levels of government to direct their 
attention to a fundamental examination of the relative fiscal 
strength and weaknesses of each level of government in the total 
governmental system. A systematic and deliberate attempt must be 
made to ensure that as circumstances change, resources are dis- 
tributed among all levels of government in an equitable and 


rational manner. 


The allocation of resources among the three levels of 
government must be determined as a matter of considered public 
policy and not be based on the dictates of antiquated statutory 
strictures. Present intergovernmental revenue arrangements are 
badly structured because they were built on an ad hoc, piecemeal 
basis. Notwithstanding the fact that in the last decade, 
intensive studies have been conducted by the Federal and most 
Provincial governments concerning their own particular tax and 
revenue systems, the question of financing governmental activities 
in a federal system has not been solved. In none of these tax 
studies was an attempt made to assess the individual merits and 
limits of each of the tax fields that comprise the total tax mix. 
Insufficient attention was given to the question of which taxes 
are appropriate to finance services such as education, public 
assistance programs, or community infrastructure. Nor did the 
studies give sufficient attention to the political interdependencies 
of the various tax fields. For instance, no attempts have been 
made to determine the degree of tax-payer resistance to property 
tax increases as a result of increasing liability for personal 
income taxes. All these questions merit more serious consideration 
that they received in previous tax-studies. It is suggested that 
the answers to these questions might best be sought through the co- 


operative endeavour of the Federal, Provincial and Local Governments. 
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The question of financing government activities in a federal system 
is a political one and not an economic one and can only be resolved 
through a political process. It is recognized that there may be no 
single correct set of answers to these questions, that will suit 
all regions; but at least this approach would lend a clearer 
definition to the problem and contribute towards tolerance, 
understanding and unity. This would stand in sharp contrast to 


the present intergovernmental fiscal climate of conflict and 


confrontation. 


Table 1 is presented as a measure of the changing 
relationship between the access of each level of government to 
financial resources, and that level's expenditure responsibilities. 
During the period under observation, Local Government experienced 
a striking and consistent deterioration in its fiscal autonomy, 
while the other levels enjoyed a considerable improvement. As 
recently as the early 1960's, two-thirds of the expenditures 
responsibilities of Local Government were met out of revenues 
generated from its own-tax-sources. In less than a decade, and 
without a decline in their "power to tax", the revenue base of 
Local Governments in Canada could not cover even one-half their 
expenditure responsibilities. In other words, the fiscal 
autonomy of Local Government had deteriorated by over 35% in less 


than a decade. 


At each level of government, there should exist a close 
correspondence between the level of expenditures and the level of 
revenues raised from own-tax-sources. Ideally, every level of 
government should be directly responsible for raising the tax 
revenues that it expends. This is necessary to ensure that the 


pattern and the level of a government's expenditures most nearly 
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reflects and responds to the desires and requirements of its 
constituents. The lower the proportion of own-tax-revenues to 
total expenditures, the less accountable and responsible is 


government. 


As Federal and Provincial revenue transfers to Local 
Governments increase, Local Governments still have to account to 
the Federal and Provincial Governments for the manner in which 
they dispose of their grants receipts. In this sense then, Local 
Governments would not seem to become less accountable! But, to 
whom should Local Government be accountable, to other governments 
or to the people? In meeting with the preferences and requirements 
of the Federal and Provincial Governments, and thereby being called 
to account, does Local Government also serve the needs and 
requirements and meet with the preferences of its constituents? 

The true rationale that underlies the principle of accountability 

is not a mechanistic bookkeeping concept; it provides the means 
through which governments can determine what the orders and 
magnitudes of the needs and requirements are, as perceived by 

the people. There is nothing to ensure that the perceptions of 

the decision-makers at the Federal and Provincial levels of government 
accurately reflect, over time, the perceptions (and the changes 

in perceptions) of the citizens in the local community. Indeed, 

the evidence implies the opposite; the Federal and Provincial 
perspectives are necessarily averaging-out, lowest common- 
denominator, non-community-focussing perspectives. In any particular 
case, the perspectives from the Federal and Provincial levels of 
government may not only fail to reflect the order and magnitude 

of local needs and requirements as perceived by the citizenry, but 

in fact they may contradict them! Consequently, to the extent that 
the growth in Federal and Provincial grants-in-aid increasingly 


determine the policies and constrain the behaviour of local 
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decision-makers, Local Governments are forced to become increasingly 


irrelevant even though they are being fiscally strengthened. 


Intergovernmental transfers of resources are not 
accompanied by corresponding transfers of direction and control. 
The tax-raising authority controls not only the nature, level and 
timing of intergovernmental resource transfers; but it also 
regulates and controls the usage - the pattern and allocation - 
of these resources among competing needs at the recipient 
government level. This is an unwarranted encroachment on and inter- 
ference with the direct responsibility and role of the constituents 
i.e., of the tax-payers/consumers. This is particularly pernicious 
in that the interferences by the donor governments which accompany 
the transfers of resources to Local Governments over-ride the policy 
and program signalling network in the community which is the basis 
on which decisions at the community level of government should 
be made. Consequently, the recipient government's discretion over 
its policy and program responsibilities becomes eroded - and 
furthermore the resulting policies and programs that are put into 
operation could in all likelihood be the improper ones in terms 
of local preferences. Although this distorting consequence occurs 
in the case of all resource transfers regardless of conditions, 
it becomes particularly vicious and perverse when the financial 
resources received by way of aid are in the form of conditional 
grants - conditional both with respect to purpose (always narrowly 
defined) and with respect to matching-fund requirements. Thus, 
while the spending authority is fully responsible and is held fully 
accountable for efficient, or inefficient, actual performance, 
under the present financial arrangements neither the tax-raising 
authority nor the ultimate spending authority can guarantee (or 
maximize) effectiveness of and relevance in performance. Under 


present intergovernmental financial arrangements, responsibilities 
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for policy and program effectiveness is indirect and hence impaired; 
the tax-raising authority retains full control over the level of 
resources that it might transfer, over the timing and conditions 

of transfer, and over policy and program development. This 
seriously distorts priority setting by recipient Local Governments. 
More precisely, the growing divergence between responsibilities 

and resources at the local level, combined with the compensating 
increases of grants-in-aid, have a damaging effect upon informed, 


intelligent and rational decision-making in Government. 


Local Governments have become impaled on the horns of 
a dilemma. They must have financial aids in order to meet their 
growing commitments; but the greater the aid available, the less 
viable they become as political institutions. As the basis for the 
existence of local governmental institutions is destroyed, Local 
Governments become hollow receptacles into which the values of the 
Federal and Provincial governments are poured. This not only constitutes a 
delegitimization of Local Government, but also a denial of the 
community as a relevant, substantive entity upon which all 
government policies and programs should focus. This fails to 
recognize that a sense of community is the creative factor in a 


federation. The institutions of Local Government are the 


embodiment of this sense of community. 


An analysis of some of the specific problems would help 


to illustrate the quandary. 


1. The first type of problem concerns the case where 
lower priority programs are undertaken by Local 
Governments at the expense of higher priority 
ones because of the existence of grants-in-aid. 


This is best illustrated by the case in which the 


my PAL 

choice is between two programs that are to some 
extent substitutes or alternatives. For example, 
consider investment in mass transit facilities 

as opposed to investment in freeways which would 
provide the same service. The inclinations of 
community residents may be decidedly in favour 

of the mass transit alternative. Indeed the total 
private and social cost of the transit 

alternative may be comparatively lower. How- 
ever, since local expenditures on road construction 
are heavily subsidized relative to local 
expenditures on mass transit facilities, local 
decision-makers may have no choice but to accept 
the more costly, inferior alternative. Thus, 

the grant-in-aid favours one mode of transportation 
over another, undermining the planning of 
transportation facilities on a systems basis and 
preventing the community from constructing the 
facilities which it would prefer to have. Con- 
ditvonsmort tinancial aidvaresno 9 uSstifi cation 


for over-ruling the preferences of the people. 


It is not the quality of local decision-making that is 
responsible for some of the more serious transportation problems in 
our communities today. The conditions attached to Provincial and 
Federal grants-in-aid are the main culprits,for they direct funds 
to specific, narrowly defined programs rather than to an overall 
policy field. In this respect, it is interesting to ponder how 
much more purposeful the local policy process might have been if 
the grants-in-aid were earmarked for a broadly defined functional 
category rather than for a specific, narrowly defined program. 

The issues before the local decision-makers would have been real 


and important policy issues. In all likelihood not only would the 
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responsibilities of local councils have been different, but also the 
people seeking involvement in Local Government would have been 

much greater in number and would have represented a greater variety 
of interests and talents. The means of communicating the preferences 
of constituents to the decision-makers would have been improved 


and the effectiveness of Government would have been enhanced. 


2. Grants-in-aid are not neutral, but rather they 
are highly selective in their limited range 
of application. They preempt local considera- 
tions of other program alternatives and leave 
Local Governments with only an administrative 
role rather than a policy role. But this also 
gives rise to another serious problem. 
Conditional grants not only destroy Local 
Governments' policy roles in those particular 
fields for which grants are made available, 
but they also restrict the range of alternatives 
that Local Governments have in other policy 
fields. 


The programs and policies of the three levels of govern- 
ment are interactive: actions in one policy field by one govern- 
ment, affect and effect outcomes in other policy fields at all 
levels of government. To extend the above example, the National 
Housing Act facilitated the purchase of new housing in the suburbs 
rather than the purchase of older housing in the core areas. This 
has contributed to urban sprawl. Urban sprawl however, has 
augmented the demand for more and better transportation facilities: 
but due in large part to the conditions attached to financial 
grants-in-aid for transportation, emphasis was placed on the 


building of roads. Better roads, in turn, encouraged further 
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out-migration, and so on. Taken together, the restrictiveness 

of the conditions of these two cases alone had a tremendous impact 
on the developmental patterns in the urban areas, while at the same 
time they severely constrained the options of decision-makers at 
the community level of government. The cumulative long-run effects 
of these developments have been to denude Local Governments of all 
key policy responsibilities and leave them with only administrative 
duties. This trend must be reversed - not only for the sake of 
Local Government but also for the sake of the Provincial and Federal 
Governments. The Federal and Provincial Governments will not be 
able to deal effectively with community problems if the communities 
lack a viable, powerful representative organization. Federal and 
Provincial financial assistance to Local Government may be well- 
intentioned, but in the absence of concern about the effects of 

the assistance and in the absence of close consultation with Local 
Government, this assistance has a high potential for generating 
untoward results that hamper the effectiveness and relevance of 


all levels of government. 


3. A third type of problem is encountered when consi- 
deration is given to the interaction between 
Federal and Provincial policies and programs and 
the local tax base. To take the case of housing 
again, housing and urban renewal policies of the 
Federal and Provincial Governments are essentially 
social policies formulated in response to social 
needs. At the local level however, the 
fundamental implications are not only social 
but also economic: housing is viewed not only 
as shelter from the elements but also as land 
and improvements thereon, i.e. real property, 


which constitutes the local tax base. With the 
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increasingly critical state of the local 
financial plight, increasing paramountcy has 

been lent at the local level to the 

financial considerations in housing and urban 
renewal planning rather than to the social 
considerations. As a result, criticisms often 
levelled at Local Government to the effect that 
Local Government is the key obstacle to the 
solution of problems in the housing fields are 
overly simplistic. When community development 
policies that are correctly regarded by the 
Federal and Provincial Governments as vital 
social policies become an integral part of local 
revenue policies Local Government cannot but 
appear to be mercenary. The social consciousness 
of local representatives is no less acute than 
the consciousness of Federal and Provincial 
representatives, but Local Governments cannot hold 
the line on increasing expenditures, especially 
since the forces behind their rapidly rising 
expenditures are exogenously determined (i.e. 
determined by forces outside the control of 

Local Government). But what is most important 
and least defensible is that taxes on real property 
continue to be heavily relied upon for financing 
the provision of non-property-related social 
welfare and education services. Thus, not only 
does the behaviour of Local Governments appear 

to contradict the housing policies and programs 
of the Federal and Provincial Governments, but the 
housing policies and programs of the Federal and 
Provincial Governments are contradicted by their 
own social welfare and education policy and program 
decisions which continue to be heavily reliant 


on the tax on real property. 


Sate 


The entire governmental fiscal and decision-making system 
is in need of rationalization. An inter-governmental forum could 
provide a much needed opportunity for the three levels of government 
to meet together and work towards a practicable and comprehensive 
solution to these problems. This is decidedly a more workable, 
more comprehensive and less costly alternative than that provided 
by the customary establishment of impressive but narrowly-directed 


Royal Commissions. 


While illustrating the serious erosion of the financial 
resources base of Local Government, Table I also shows the corresponding 
increases in the levels of grants paid by the Federal and Provincial 
Governments. In the past decade alone, the relative and absolute 
increases in grants payments have been substantial. Grants 
currently finance approximately one-third of gross expenditures 
of Local Governments in Canada: in 1961 only 11% of local expen- 
diture responsibilities were met out of grant revenues. However, 

a caveat is in order, if this seeming Federal and Provincial 

largesse is to be interpreted correctly. Table II reveals that 
approximately 90% of the financial grants-in-aid are in the form 

of conditional grants - conditional as to purpose, timing and cost 
(i.e. matching fund requirements) - and 2.4 billion dollars out 

of a total of 3.2 billion dollars of conditional grants-in-aid 
provided in 1970-71 was in support of education. Thus, the growth in 
transfers of financial resources from the Federal and Provincial 
Governments to Local Governments has been more apparent than real. 
The result is that the deterioration of the local resource base 


has only been disguised while it continues to worsen. 


Table III provides a measure of the extent of deterioration 
of the local resource base. In only the last decade the local share 


of total governmental financial resources has declined from 16% in 1961 


ou 


to 14% in 1971. This is indicative of the degree of erosion of 

the fiscal integrity of Local Government. By contrast, however, 

there is no corresponding decline in the financial responsibilities 

of Local Government. In the past decade alone, total expenditures 
(net of transfers) by Local Governments in Canada tripled: in 1961 
local expenditures exceeded revenues raised from own-tax-sources by 
48%; in 1971, local expenditures exceeded revenues by 1122. Thus, 

the discretion of Local Governments over expenditures on local 
functions, and hence over corresponding policy fields, has deteriorated 
by 43% in only the last decade. This is only an approximate 

measure of the deterioration that has been experienced at the local 
level of decision-making with respect to control over policies 

and programs that have a local impact. For the reasons outlined earlier, 
this measure probably seriously understates the actual degree of 
deterioration. Under present inter-governmental financial arrange- 
ments, policy control becomes magnified through the determinant 

nature of the aided programs: the aided programs necessarily tend 

to be the dominant ones and through their strong effect in shaping 

the fundamental physical nature of the community, they tend to 
predetermine all other local policy and program options. As a result, 
the options available to local decision-makers are becoming progressi- 
vely narrowed. This stands in contradiction to the growing need for 
the development of innovative approaches and greater flexibility. 


It constrains progress and impedes effectiveness. 
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CONCLUSION 

A consideration of the foregoing leads inevitably to the 

conclusion that the ongoing Tri-Level Conference investigate: 

1. Trends to be expected in public expenditures by 
the Federal Government, the Provinces and the 
Municipalities, taking into account the broad 
priorities which should be accorded by govern- 
ments to expenditures on major programs that 
will compete for available funds. 

2. The problems involved in financing these 
expenditures and their relationships to the 
economic circumstances to be expected, the 
anticipated levels of cost of public services 
and facilities and of government debt. 

3. The tax fields that should be used exclusively 
by the Federal Government, the Provinces and 
the Municipalities and the fields in which joint 


occupancy is desirable. 


These terms of reference, used in initiating the Tax Structure 


Committee in 1964 continue to be relevant in 1972. 


The Federal and Provincial Governments must realize that 
they too suffer political consequences from the growing problems in 
the communities. Tax reforms that would seek to remove the growing 
imbalance between local expenditures and their financial resource bases 
would tend to localize these political consequences and enable all 
governments to get on with the business of governing the nation. Tax 
reform, with this objective in mind, would free governments from the 
growing tendency to become crisis-oriented. The roots of this tendency 
lie in the growing problems occuring in the rapidly urbanizing 


communities and as long as the financial capabilities of Local Governments 
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to deal with these growing problems continue to deteriorate, so Lome 
will Provincial and Federal Government anxieties over local problems 
continue to increase. The growing crisis-orientation of the Province 
and Federal Governments is itself reaching crisis proportions. This 
tide must be stemmed. The costs and consequences are not only 


political: The progress of society and the welfare of all Canadians 


depend on it. 
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TO TOTAL EXPENDITURES (AFTER TRANSFERS) 
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Table II 
FINANCIAL GRANTS-IN-AID TO LOCAL 
GOVERNMENTS AND SCHOOL BOARDS 


Selected Fiscal Years 1960-1971 


($ million) 


1960-61 1967-68 1970-71" 
UNCONDITIONAL GRANTS 

Shared-revenue contributions Ieee Ube 7 
Grants in lieu of property taxes Ios, P20 
Subsidies and others O7e2 244.4 

Total unconditional grants Jig 258.0 33076 

CONDITIONAL GRANTS 

Transportation & communications 105.2) TWAS Ags! IT bn, 8 
Hospital care a Zao ae: 
Other health services 9.0 19.4 Biein dl 
Aid to aged Tess} = - 
Aid to unemployed & unemployables NB 5,7) Thy L3Zees 
Winter works Lea 45.6 - 
Other welfare es leer 18.0 
Education 453.9° 1,515.3 2,368.8 
Natural resources & primary industries 2.5 Sibigs) Sig 
Protection of persons & property Fhe bia 74 Sad 
Emergency measures L4 Dee - 
Recreation and culture a, 66 Die 
Housing LO Pigg) - 
Debt charges - interest - 34.0 Za 
Other ae aes) UB 7, 

Total conditional grants O52 707 ee OO can 3,100 a2 
TOTAL GRANTS WOH 2 OD. 3,490.8 


Sources: D.B.S. Financial Statistics of Provincial Governments. 

a. Estimates. 

b. Excludes amounts paid to municipal hospital boards. 

c. Excludes Newfoundland grants to primary and secondary schools 
operated on religious denominational basis. $15.5 million and 


payments by Québec to meet debt charges of various school 
corporation. $2.9 million. 
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FEDERAL, PROVINCIAL AND LOCAL GOVERNMENT 
SHARED OF TOTAL GOVERNMENTAL FINANCIAL 
RESOURCES: RATIOS OF FEDERAL, PROVINCIAL 
AND LOCAL GOVERNMENT REVENUES DERIVED 
FROM OWN-TAX-SOURCES TO TOTAL GOVERNMENT 


REVENUES 
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Table III 


Prov. Gov't 


Fed. Gov't 
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